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The effect of corporate diversification on firm value has been a focus of significant scholarly inquiry and debate over the past two decades. Core to this debate has been the so-called diversification discount. The "diversification discount" refers to the empirical observation that diversified firms are on average undervalued relative to their single-segment peers (Lang and Stulz, 1994; Berger and Ofek, 1995) . While initially seen as evidence of value destruction from corporate diversification, subsequent work (Campa and Kedia, 2002; Villalonga, 2004) has shown that the finding of an average discount in the United States can be attributed entirely to sample-selection biases, calling into question the interpretation of the discount as evidence of value destruction arising from diversification. Furthermore, the finding that the discount found using Compustat data disappears when corporate operations are classified into business units using more fine-grained data calls into question the mere existence of a discount in the United States (Villalonga, 2003) . It is worth noting, however, that the focus of this debate has been on the average effect of diversification on firm value. Scholars on both sides of the debate have found significant variance across diversified firms in the discounts and premiums at which they trade relative to single-segment firms, yet the sources of this variance have received much less attention (Stein, 2003) . Moreover, outside of the United States the evidence about the mere existence of a discount is mixed, and has been subject to much less scrutiny (Villalonga, 2003) .
The present study seeks to fill this gap by examining how the strength of a country's institutional environment affects the value added by corporate diversification.
Prior work examining corporate diversification in an international context has tended to choose sample countries with similar degrees of institutional development. In separate studies, Lins and Servaes (1999, 2002) explore the existence of a diversification discount in welldeveloped institutional environments as well as emerging markets. While these studies reveal the presence of a diversification discount in both well-developed and weak institutional contexts as well as the role that ownership structures may play, they shed less light on whether (and which) aspects of a country's institutional environment influence the value of diversification. Similarly, while studies have shown that conglomerates or business groups in emerging markets can add significant value to member firms leading to a valuation premium for diversified groups (Khanna and Palepu, 2000; Khanna and Rivkin, 2001) , it remains to be seen which factors related to institutional development explain a significant portion of the cross-sectional variance regarding the value of diversification across the world. Doing so requires a representative sample of firms from different institutional environments as well as measures of institutional development on multiple dimensions.
One effort in this regard is the work of Fauver et al. (2003) , who attempt to link a country's state of capital market development to the value of internal capital allocation, but fail to find an effect. However, this study is limited in several key respects. First, due to poor coverage of emerging markets during the sample period (between 1991-1995) , their international sample consists primarily of firms from developed institutional contexts. As a result, the lack of a relationship between the efficiency of external capital markets and the value of corporate diversification may be due to insufficient variation in this institutional factor. Second, the study did not examine whether aspects of the institutional environment highlighted in prior theoretical work, such as the quality of the country's labor market and the efficiency of its product markets, do in fact influence the value of diversification (Khanna and Palepu, 2010) . Third, as prior scholars have highlighted, endogeneity issues are a significant factor in any analysis of the value added by diversification (Villalonga, 2003) . Consequently, the lack of self-selection models cast concern over their prior findings. Finally, since the primary explanatory variables regarding institutional efficiency vary only at the country-level, standard errors must be corrected by clustering at the country-level. Consequently, in light of the limitations of prior work in this domain, Stein (2003) notes that "taken together, the results from this effort thus far seem inconclusive."
In this paper, we investigate whether and how the value of corporate diversification varies with institutional development. Namely, which institutional factors, if any, drive the observed differences in the value of diversification across firms and countries? To answer this question, we assemble a large data set consisting of diversified firms from 38 countries over the 15-year period from 1995 to 2009. We focus on several institutional variables that might affect the value of diversification, including the efficiency of a country's capital markets, labor markets, and product markets. Specifically, we analyze whether these institutional variables explain the variance in the value of diversified firms across different countries, as well as within the same country over time. Consistent with Stein's (1997) internal capital markets theory, which suggests that the ability of diversified firms to fund and pursue projects by reallocating funds from other divisions is significantly more valuable in settings with frictions in the external capital market, we find that the value of diversified firms relative to their single-segment peers is indeed higher in countries with less efficient capital markets. In addition, we find evidence that the efficiency of the country's labor market also has a significant effect on the excess value of diversified firms. In countries where frictions in the labor markets are present, the value of diversified firms relative to their single-segment peers is greater. This finding supports Khanna and Palepu's (2010) argument that other institutional voids besides those that may exist in capital markets can also influence the value of corporate diversification. However, we find that the efficiency of a country's product market does not influence the relative value of diversified firms, after the state of the external capital markets and labor markets are accounted for. This finding suggests that frictions in the input factor markets, e.g. capital and labor, dominate frictions in the output factor market, as determinants of the value of diversification.
In addition to our cross-sectional analysis of the value of diversification, we estimate models with country fixed effects to examine whether changes in the institutional environment of a given country over time influence the relative value of its diversified firms. Consistent with Shleifer and Vishny (1991), Hubbard and Palia (1999) , and Kuppuswamy and Villalonga (2011), we find evidence that as capital markets become more efficient, the value of corporate diversification decreases. Changes in other institutional factors within a country have no significant impact on the value of diversification. It is important to note, however, that these other factors exhibit little longitudinal variation within a given country, which makes difficult to identify their effect on the value of diversification using just changes within a country over time.
The rest of the paper proceeds as follows. Section I describes our predictions about the effect of institutional factors on the value of corporation diversification. Section II describes the sample and the data. Section III presents the results of our analysis of whether and which institutional factors explain the variation in the value of diversification around the world. Section IV presents some robustness checks. Section V analyzes within-country changes in the value of diversification. Section VI concludes.
I. The Institutional Environment and the Value of Corporate Diversification
The value of internal capital allocation and thus, corporate diversification, is likely to depend on a firm's institutional environment (Williamson, 1975) . Specifically, the literature on internal capital markets has highlighted several potential benefits and costs to internal capital allocation, the net effect of which should vary with the institutional context. The main benefit of internal capital allocation is the ability of corporate headquarters to engage in "winner picking," whereby funds can be diverted away from one division to pursue more promising projects in another division that might be capital-constrained in more focused firms (Stein, 1997) . Focused or stand-alone firms may face capital constraints regarding such projects due to imperfections in the external capital market arising from information asymmetries or a generalized shortage of credit offered by the external markets (Stein, 1997; Kuppuswamy and Villalonga, 2011) .
However, internal capital markets also present a 'dark side', where the CEO or divisional managers may engage in rent-seeking behavior that leads to a misallocation of corporate resources (Rajan, Servaes, and Zingales, 2000; Scharfstein and Stein, 2000) . In institutional contexts where external capital markets are inefficient and fraught with imperfections, the benefits of 'winner picking' become more significant and counter the costs of rent-seeking 6 behavior to a greater extent. As a result, diversification is likely to be more valuable in countries with less efficient external capital markets (Khanna and Palepu, 2000) .
Apart from the efficiency of external capital markets, prior work notes that the presence of other "institutional voids" may also increase the value of corporate diversification (Khanna and Palepu, 1999) . In particular, frictions in a country's labor market may substantially increase the transaction costs associated with operating a stand-alone business relative to a diversified operation (Williamson, 1975) . Inefficiencies in the labor market may arise from a variety of sources including the limited supply of talent from professional or technical schools, the decreased ability of employees to leave their existing employer and move to another one, and undue governmental inference in wage negotiations between labor and business (Khanna and Palepu, 1999, 2010) . Such frictions in the labor market can significantly increase the costs associated with searching for and securing the technical and managerial talent needed for a promising project. Internal labor markets operated by diversified firms in such environments can minimize these transaction costs. For example, diversified firms have the ability to source managerial talent from other existing divisions. Indeed, Tate and Yang (2012) , who analyze the labor market consequences of corporate diversification within the United States, find that workers in diversified firms have greater cross-industry mobility within and across firms, and that diversified firms benefit from the opportunity to redeploy workers internally from declining to expanding industries. Moreover, the ability to expose internal talent to a diverse set of situations and business activities may enable diversified firms to develop internal talent and overcome limitations in educational infrastructure. As a result, corporate diversification may be more valuable in contexts with voids in their labor market institutions.
Another institutional void concerns the efficiency of a country's product markets.
Specifically, this refers to the extent to which a country's regulatory and political context promotes fair and effective competition among firms in the product marketplace. Barriers to entry instituted by direct government intervention or excessive regulatory hurdles can lead to the lack of entry of intermediaries such as retailers, who are needed to facilitate the sale of goods and services to consumers (Khanna and Palepu 2010). Similarly, import tariffs and processing hurdles set up by customs authorities can limit the timely supply of necessary inputs to firms, restricting their ability to compete downstream. Moreover, regulatory roadblocks can impede the ability of firms to exploit new business opportunities that might emerge through the introduction of new products or services. Finally, direct government involvement, through state control of enterprises or subsidies to certain groups may further distort the ability to compete fairly in certain industries. Unlike stand-alone enterprises, divisions in diversified companies can overcome some of these obstacles by leveraging the experience and resources of other divisions within the company. For example, diversified firms may be able to overcome the lack of suitable intermediaries for the distribution and sale of its products from one business by deploying its distribution and retail assets from another. Furthermore, a diversified firm may be able to leverage its experience and relationships with regulatory authorities from one business to expedite the administrative process required to pursue new opportunities in another line of business. Diversified firms may also be able to exploit economies of scope through the sharing of common inputs between divisions (Penrose 1959). Consequently, they may be able to reduce the risk of a supply disruption, if the necessary raw materials are available from other divisions. As a result, diversification is likely to be more valuable in institutional environments characterized by inefficient product markets.
II. Data and Variables

A. Sample
Our sample consists of 10,164 diversified and 21,737 single-segment firms across the world that we draw from the Worldscope international database. 1 Worldscope maintains financial and business segment data on publicly listed companies across the world. 2 The aggregate market capitalization of companies in the Worldscope database stands at approximately 95% of the total value of the world's markets (Thomson Financial, 2003) . While the database targets publicly listed firms from 53 countries, its coverage of emerging markets is quite weak before 1995 (Lins and Servaes, 2002) . Therefore our sample period begins in 1995, and ends in 2009. Worldscope records financial data regarding a firm's 10 largest business segments, each of which is assigned a 4-digit SIC code to indicate its industry affiliation.
Following previous literature, we classify diversified firms as those with at least two segments with distinct 4-digit SIC codes (Berger and Ofek 1995; Villalonga 2004) . Due to a 1 Our primary sample is restricted to diversified firms. However, single-segment firms are used in the computation of the excess values of our diversified firms as well as in the first stage of the two-step Heckman selection models. 2 For other studies that have used segment data from Worldscope for international firms see Lins and Servaes (1999) , Ashbaugh and Pincus (2001) , and Healy et al. (2011). significant degree of missing asset totals for individual segments, we focus on the sales figures of individual segments in constructing both our dependent variable as well as selecting firms into our sample. Following Berger and Ofek (1995) , we restrict our sample of diversified firms to those firm-year observations where the segment totals are not subject to significant under or over-reporting. Specifically, we restrict our sample to those diversified firms for which the sum of segment sales was within 5% of the firm's total sales in that year. Furthermore, we ensure that our sample firms had no segments with one-digit SIC codes of 0 (agriculture), 6 (financial), or 9 (government). In total, we have 35,886 firm-year observations from 10,164 diversified firms across 38 countries. Table I shows a breakdown of the number of observations per country.
Firms from the United States, Japan, and United Kingdom represent 45%, 18%, and 11% of the sample, with a substantial number of observations also coming from Australia, Canada, China, France, Germany, Hong Kong, India, Malaysia, Singapore, Sweden, Taiwan, and Thailand.
[ Table I approximately here]
The dependent variable of our study is Excess Value, a measure developed by Berger and Ofek (1995) that represents the value of a diversified firm relative to its single-segment peers.
Excess values are computed as the natural logarithm of the ratio between a firm's market value and its imputed value at the end of the year. A firm's imputed value is the sum of its segments' imputed values, which are obtained by multiplying the segment's sales total by the median market-to-sales ratio of single-segment firms in the same industry, country, and year. The industry matching is carried out using the narrowest SIC grouping that includes at least five single-segment firms. Due to potential over or under-reporting of segment sales totals (within our 5% threshold), we gross up or down the imputed value by the percentage deviation in firm sales and segment sales totals. Furthermore, following prior literature on the diversification discount, we exclude outliers from our analysis. Specifically, we exclude observations with excess values that fall beyond the two standard deviations from the mean. Yet our results are very similar if we define outliers to be excess values that fall beyond the top 1% and bottom 1% of all excess values. Table I shows mean and median excess values per country. As the table shows, there is considerable variation across countries in the value of diversified firms relative to single-segment firms, ranging from a discount of 75% for New Zealand to a premium of 62% for Russia.
However, the countries at the tails of the distributions have very few observations. Leaving aside those countries with less than 20 observations, the range narrows down to an average discount of 46% for the Netherlands and a premium of 30% for Poland-still a very wide range.
While our dependent variable measures the value of a diversified firm relative to its single segment peers, one potential source of bias in this measure is the fact that certain singlesegment firms may actually be members of business groups and thus have access to the capital resources of other firms (Khanna and Palepu 2000) . The lack of widespread data on business group affiliations precludes us from accounting for such single-segment firms. Nevertheless, to the extent that certain single-segment comparables may actually have access to the internal capital markets possessed by diversified firms, this should actually bias us away from finding an effect regarding the relative benefits of diversification in contexts with weaker institutions. As a result, our results would represent a conservative estimate on the relative value of diversification in such contexts.
Independent Variables.
The core independent variables in our analysis are measures of several key facets of a country's institutional environment-the efficiency of its capital, labor, and product markets.
Annual data on the institutional variables are derived from the IMD World Competitiveness Yearbook (WCY). Since 1996, IMD has analyzed and ranked the ability of nations to create and maintain an environment that sustains enterprise competitiveness. The yearbook compares the performance of 58 countries based on more than 300 criteria measuring different facets of competitiveness. Approximately two thirds of the data come from statistical databases (international/national sources) and the remaining third from surveys (Executive Opinion Survey). The statistical indicators provided by WCY are acquired from international, national and regional organizations, private institutions and a network of 54 partner institutes worldwide.
The Executive Opinion Survey measures perceptions of competitiveness by business executives who are dealing with international business situations. They cover factors that are not easily measurable using output data, such as management practices, labor relations, corruption, environmental concerns, and quality of life.
The measures of capital market efficiency, labor market efficiency, and product market efficiency are logarithms of reversed ordinal country rankings derived from pertinent WCY survey items which are outlined in Table III . The Capital Market Efficiency variable includes measures of the efficiency of banks, stock markets, and other types of financial intermediaries. 3
The Product Market Efficiency variable includes measures that reflect both the openness of the product markets to foreign firms, and policies, laws and regulations that directly affect the level of competition in the product market. Labor Market Efficiency includes measures of the rigidity of the labor market and policies and laws that affect the supply of labor. To construct each of these variables, the institute first standardizes each of the WCY data items reported in the appendix in a given year by subtracting its mean and dividing by its cross-country standard deviation. This effectively forces each item to have equal importance. The institute then calculates the mean of the standardized survey items to generate an aggregate measure of capital, labor, and product market efficiency. For each of our institutional variables, the sample countries are assigned an ordinal ranking reflecting their relative performance. Finally, we reverse and take the logarithm of the ordinal rankings so that higher values of our institutional variables reflect contexts with higher efficiency.
Summary statistics and pairwise correlations for the main variables are presented in Table   II . Excess Value exhibits a negative univariate correlation with all institutional variables. As expected, all institutional variables exhibit a strong positive correlation (0.36-0.68). However, as we will highlight later in the results section, variance inflation factors computed at the end of each analysis indicate that multicollinearity is not a concern in the analysis (Kutner et al., 2004) .
[ Table II approximately here]
Control Variables.
In addition to the institutional variables that are the focus of our analysis, we include several control variables in all of our models. Specifically, we include the following firm characteristics: log of total assets, the ratio of cash and marketable securities to the book value of assets, leverage, dividends paid as a percentage of equity, return on assets, and the ratio of capital expenditures to total assets. We also control for the country's economic performance to make sure that our institutional development measures are not merely capturing the country's economic development. 4 In analogous fashion to the institutional measures of our interest, a country's economic performance is measured by the logarithm of its reverse WCY rank on that dimension, which takes into account the size, past and forecasted growth, and wealth of the domestic economy, the state of international trade, and international investments.
III. How Do Institutional Factors Affect the Value of Corporate Diversification Across the
World?
A To examine the effect of our institutional variables on the relative value of diversified firms, we first run an Ordinary Least Squares (OLS) model with Excess Value regressed as a function of Capital Market Efficiency, Labor Market Efficiency, Product Market Efficiency, and our control variables. The results are shown in Table III . Models (1) through (3) include only one of our institutional variables, while Model (4) includes all of them simultaneously as covariates.
We note that, while our institutional variables are correlated with one another to a significant degree (see Table II ), multicollinearity does not appear to be a concern in including them together in Model (4): The variance inflation factors computed for each of our covariates is less than 3.5, which is well below the typical threshold of 10 used to signal multicollinearity concerns (Kutner et al. 2004 ). All models include year fixed effects, and standard errors that are clustered by country and robust to heteroscedasticity.
[ Table III (4)). Similarly, if a country improves its labor market efficiency rank from 40 th in the world to 20 th , the relative value of a diversified firm decreases by 6.5%.
Collectively, the results from Model (4) provide evidence that institutional factors have a significant effect on the value of corporate diversification around the world. First, in support of the theory of internal capital markets, we find that the value of internal allocation and thus, the value of diversified firms relative to their single-segment peers is greater in contexts with less efficient capital markets (Stein, 1997 (Stein, , 2003 . Moreover, we find evidence that the presence of frictions in a country's labor market also influences the value of corporate diversification.
Consistent with the theory of institutional 'voids' in emerging markets, we find that in institutional environments where labor markets are less efficient, the relative value of diversified firms is higher (Khanna and Palepu, 2010). While we find strong evidence that both capital and labor market efficiency influence the value of diversification across the world, there is little evidence that the efficiency of a country's product market affects the value of corporate diversification. Nevertheless, the results of Table III provide strong evidence that different institutional factors do influence the value of corporate diversification. A question that still remains unanswered is whether these results are robust to self-selection models that account for the fact that diversification is not pursued randomly (Villalonga, 2004) .
B. Heckman Selection Models
In order to account for the selection of firms into diversified status, we investigate the relationship between institutional factors and the excess value of diversified firms using the Heckman two-step selection model (Heckman 1979) . In this approach, we model the selection of diversified status in the first stage and model excess values for diversified firms in the second stage. We do so by implementing the Heckman selection model using a maximum likelihood estimator, which estimates the two stages simultaneously. Heckman's approach requires the application of exclusion restrictions to at least one variable -which is included in the first-stage selection model but that can be excluded from the second-stage regression model for the selected firms, since it is uncorrelated with the outcome. To this end, we use a variable used in prior work on the diversification discount: an indicator for whether the firm reports a non-zero amount for the minority interest on its balance sheet (Dimitrov and Tice, 2006; Hund et al., 2010) . The rationale for using a minority interest indicator as an instrument is that it proxies for (possibly diversifying) acquisitions that happened in the past but need not be correlated with contemporaneous segment-level unobservables.
[ Table IV approximately here] (3)), and a model with all three institutional variables included at the same time (Model (4)). However, due to the importance of accounting for other institutional factors in the analysis of any one of them, we will focus our discussion of this table on the results of the Model (4). Moreover, in the interest of conserving space, we display just the selection-corrected results of the second stage of the Heckman model for Models (1) -(3), but display both stages for the results of our complete model, Model (4). The first-stage results are similar across all four models, though.
The first stage of the model is estimated with 129,667 observations, 35,886 of them representing diversified firms and the rest single-segment firms. Examining the first stage of the Heckman selection model, we observe that our instrumental variable, Minority Interest, has a positive coefficient and is significant at the 1% level. This is consistent with prior work that has found diversified US firms to be significantly more likely to hold a non-zero amount of minority interest on their balance sheets (Dimitrov and Tice, 2006; Hund et al., 2010) . While not the main focus of our empirical analysis, we also note that one of our institutional variables, Labor Market Efficiency, appears to predict the likelihood that a firm would be diversified. Specifically, firms in countries with less efficient labor markets are more likely to be diversified, than in contexts where these markets are more efficient. This would be expected if less-efficient labor markets institutional environments do indeed make diversification more valuable. However, we do not find similar associations between our other institutional variables and the likelihood of diversification. Recent work has found that firms exhibit greater levels of vertical integration in contexts with greater contracting hazards and financial development (Acemoglu, Johnson, and Mitton 2009) . Our finding that certain characteristics of the institutional environment also significantly influence the likelihood of corporate diversification (i.e. the horizontal scope of the firm) further extends this literature.
Turning to the second stage of the Heckman model, we observe that Capital Market Efficiency and Labor Market Efficiency both have negative coefficients that are significant at the 1% level. Therefore, consistent with our OLS results from Table IV , we continue to find that the value of diversified firms relative to their single-segment counterparts is greater in institutional settings with frictions in their capital and labor markets. Furthermore, in line with the prior OLS analysis, we again find that Product Market Efficiency has an insignificant effect on the value of diversified firms, after accounting for the other institutional factors. Overall, the results of the Heckman selection models in Table IV provide strong evidence that our earlier findings are not driven by self-selection biases.
C. Propensity Score Matching
Villalonga (2004) argues that the diversification discount can be attributed to the difficulty of finding truly comparable single-segment firms. Using propensity-score matching to find comparable firms, she finds that excess values increase on average, to thr point of turning the average discount found in U.S. data into a premium. It is important to recognize that systematically underestimating the value of diversification is not necessarily a problem for this study, because we are interested in the cross-country variation of the discount rather than the average discount. However, if the bias on the value of diversification introduced by the difficulty of finding appropriate comparable firms varies systematically with institutional factors, then this could bias the estimated coefficients on the institutional factors. In other words, if we are underestimating the value of diversification more in countries with more developed capital and labor markets then this methodological problem could produce our results.
To examine this alternative explanation, we estimate propensity score matching models and derive an adjusted excess value estimate for each country. These bias-corrected excess values are computed using one-to-one nearest neighbor propensity score matching with a caliper of 0.001, where diversified firms are matched to single-segment firms in the same country on the natural logarithm of total assets, return on assets, cash over assets, capital expenditures over assets, leverage, and dividends paid as a percentage of equity. Due to data limitations, we are only able to derive the estimates for 29 out of 38 countries. Consistent with prior literature, we find that the adjusted excess values are higher for 23 out of the 29 countries. The average mean excess value across countries is -12.3% while the adjusted one is -6.4%. However, the underestimation of excess value did not vary much across countries. Because propensity score matching factors in firm-level variables such as size, profitability, leverage, etc. in the estimation of the discount, we calculated the difference between these propensity score matching estimates and the OLS estimates of the discount (Berger and Ofek 1995) . The correlation between this difference and our institutional variables was insignificant.
The univariate correlation between the excess value and the adjusted excess value across countries is 0.95. In summary, the relations documented here between value of diversification and institutions do not seem to be affected by the selection of comparable firms.
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IV. Robustness Checks
A. OLS and Heckman Models without Diversified Firms from the United States
While our sample has a significant number of observations from countries other than the United States, observations from the United States still account for approximately 45% of our sample. As a result, it is unclear whether our results are driven by the inclusion of these US firms, or whether our institutional variables still explain variation in the value of diversification across a non-US subsample. In the following analysis, we exclude all US firms and model excess values as a function of our institutional factors using both multivariate OLS and Heckman selection models. The results of this analysis on the non-US subsample are presented in Table V. [ Table V approximately here] Excluding US firms reduces the sample of diversified firms to 19,799 observations. The results of Table V are very similar to the results from the prior analyses that included diversified firms from the United States (Tables 3 and 4 ). As before, we see that Capital Market Efficiency and Labor Market Efficiency have negative coefficients that are significant in both the OLS (at the 5% level) and Heckman models (at the 1% level). As a result, we find that the efficiency of capital and labor markets continue to significantly affect the value of diversification across countries outside the United States. Again, the relative value of diversified firms is greater in countries with less efficient capital and labor markets. These results increase our confidence that the results are not driven solely by the inclusion of US firms.
B. OLS and Heckman Models with Diversified Firms from Countries with at Least 100
Observations Just like there may have been a concern that our results are driven by the large number of observations from the United States, another source of concern may lie in the few observations many countries in our sample have. As an additional robustness test, we exclude all countries from our analysis that have less than 100 diversified-year observations. After enforcing this limit, we are left with only 18 counties, and thus clusters with which to adjust our standard errors. Nevertheless, we present the results of both the OLS analysis and the Heckman selection model run on observations from these 18 countries in Table VI. [ Table VI approximately here]
The results of Table VI are consistent with the results of the main analysis with observations from 38 countries (Table III) . Again, we find that Capital Market Efficiency and Labor Market Efficiency have negative coefficients that are significant in both the OLS (at the 5% level and 1% level, respectively) and Heckman models (at the 1% level). As a result, we find that the efficiency of capital and labor markets continue to significantly affect the value of diversification across countries with a larger number of observations in our overall sample.
Furthermore, if we were to additionally exclude diversified firms from the United States from the analyses in Table VI , we continue to obtain similar results. The results of this table indicate that our main results are not substantially influenced by the inclusion of countries in our sample with relatively few observations.
C. Imputing Segment Value with a Minimum of Three Comparable Firms
As is standard practice in the literature on the diversification discount, the imputed value of a firm's segment (used to eventually calculate a firm's excess value) was derived from the median market-to-sales ratio of at least five single-segment firms in that industry (Berger and Ofek 1995; Villalonga 2004) . However, since the requirement of five single-segments firms in the same industry may be too restrictive for certain countries in our sample, we perform an additional analysis with the requirement of only three comparable single-segment firms needed to impute the value of a firm's segment. The drawback of requiring fewer comparable singlesegment firms is that the imputed value of a firm's segment may potentially be less reliable and noisier than when we require at least five comparable firms. After computing the modified excess values for diversified firms, we analyze the relationship between our institutional variables and these excess values using both a multivariate OLS regression and a Heckman selection model. However, unlike the previous analysis, we only show models where all our institutional variables are included at the same time. The results of this analysis are presented in Efficiency is more significant at the 5% level, after accounting for self-selection. In summary, we continue to find that the relative value of diversified firms is greater in contexts with inefficient capital and labor markets. In the case of Product Market Efficiency, we continue to find that it remains insignificant in influencing the value of diversification across the world. Overall, the results of Table VII are broadly consistent with the significant results of prior analyses that required five single-segment comparables to impute segment values.
V. Do Within-Country Changes in Institutional Factors Affect the Value of Corporate
Diversification?
While institutional factors have been found to explain cross-sectional variation in the value of diversification across the world, it remains to be seen whether changes in these institutional variables also explain within-country variation in the value of diversification over time. Doing so requires country fixed effects to be included in the multivariate analysis, to isolate the effect of changes in our institutional variables within each country. Prior literature has found that the relative value of diversified firms can change over time. Shleifer and Vishny (1991) and Hubbard and Palia (1999) argue that the reason why conglomerate mergers triggered positive market reactions during the 1960s but not during the 1980s is because of the secular increase in the efficiency of external capital markets, which translates into a relative decrease in the perceived efficiency of tha alternative-internal capital markets within conglomerates.
Servaes (1996) examines changes in the diversification discount in the United States during the conglomerate merger wave (from 1961 to 1976) and finds that while there was a significant discount in the 1960s, the discount was reduced considerably in the early to late 1970s. (2011) Efficiency has a positive and marginally significant coefficient in the full model (Model (4)), we view this result with suspicion given its lack of significance when included alone in Model (3). It is more than likely that the marginal significance of Product Market Efficiency in the full model is due to multicollinearity -significantly high variance inflation factors computed for this model support this argument. While we find no evidence that product and labor market efficiency explain within-country variation in the value of corporate diversification, these results should be interpreted with caution since these institutional variables do not change significantly within most countries over time. Nevertheless, we find significant evidence that changes in the state of a country's capital markets do significantly affect the relative value of corporate diversification within the country over time. Consistent with Shleifer and Vishny (1991), Hubbard and Palia (1999) and Kuppuswamy and Villalonga (2011) , we find that a country's capital markets become more efficient over time, the value of internal capital allocation decreases. As a result, the value of diversified firms relative to their single-segment peers is found to decrease.
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VI. Conclusion
In this paper, we examine whether and which facets of a country's institutional environment explain the variation in the value of corporate diversification around the world.
Using data on diversified firms from 38 countries over a 15 year period, we explore the effect of three key institutional variables -capital market efficiency, labor market efficiency, and product market efficiency -on the excess value of diversified firms relative to their single segment peers.
Using both OLS and self-selection models, we find that capital and labor market efficiency are important drivers of the value of diversification across the world. In doing so, we directly address recent calls to explore the drivers of cross-sectional variance in the diversification discount, rather than its main effect (Stein, 2003) . Moreover, these findings validate theoretical work that highlight the importance of other institutional 'voids', such as the state of a country's labor market, in analyzing the relative value of diversification across the world (Khanna and Palepu, 1999, 2010) . Finally, we advance the limited literature examining variation in the value of diversification within countries over time (Servaes, 1996, Kuppuswamy and Villalonga, 2011) . To our knowledge, the present study represents to first attempt to use an international sample to investigate within-country variation in the value of diversification. In doing so, we show that amongst all the institutional factors we consider, changes in the efficiency of a country's capital markets drive variation in the excess value of diversified firms over time.
We conclude by identifying a potential avenue for future research. Given the evidence in this paper that the value of diversification is contingent on the institutional infrastructure of a country, it would be interesting for future research to explore within the same firm how financing arrangements differ for diversification activities across countries with different institutional characteristics. Gaining a better understanding of this process would help us understand better the role of finance in the growth of corporations across countries. 
Table I Breakdown of Diversified Firm Observations by Country
The table presents a breakdown of the number of diversified-year observations for each country in our sample. In addition we present the mean and median Excess Value for diversified firms in each country. Excess Value is the natural logarithm of the ratio of a firm's market value to its imputed value. A firm's imputed value is the sum of its segments' imputed values, which are the product of the segment's sales total with the median market-to-sales ratio of at least five single-segment firms in the same industry. 
Country N % of sample Mean Excess Value Median Excess Value
Table II Summary Statistics and Pairwise Correlations
The table presents summary statistics and pairwise correlations of variables used in subsequent tables. Excess Value is the natural logarithm of the ratio of a firm's market value to its imputed value. A firm's imputed value is the sum of its segments' imputed values, which are the product of the segment's sales total with the median market-to-sales ratio of at least five single-segment firms in the same industry. Capital Market Efficiency is the logarithm of the reversed ordinal ranking of a country's capital market efficiency derived from the IMD World Competitiveness Yearbook, published annually (rank reversed so that higher values of this measure correspond to countries with greater efficiency). Similarly, Labor Market Efficiency, Product Market Efficiency, and Economic Performance are logarithms of reversed ordinal rankings of a country's labor market efficiency, product market efficiency, and overall economic performance, all extracted from the IMD World Competitiveness Yearbook.
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Table III The Effect of Institutional Factors on the Value of Diversification: OLS Regressions
The table presents multivariate OLS regressions where excess value is modeled as function of three institutional variables -capital market efficiency, labor market efficiency, and product market efficiency. Models (1) -(3) each include only one of these institutional variables, while all three covariates are included together in Model (4). Excess Value is the natural logarithm of the ratio of a firm's market value to its imputed value. A firm's imputed value is the sum of its segments' imputed values, which are the product of the segment's sales total with the median market-to-sales ratio of at least five single-segment firms in the same industry. Capital Market Efficiency is the logarithm of the reversed ordinal ranking of a country's capital market efficiency derived from the IMD World Competitiveness Yearbook, published annually (rank reversed so that higher values of this measure correspond to countries with greater efficiency). Similarly, Labor Market Efficiency, Product Market Efficiency, and Economic Performance are logarithms of reversed ordinal rankings of a country's labor market efficiency, product market efficiency, and overall economic performance, all extracted from the IMD World Competitiveness Yearbook. Standard errors are clustered by country and are in parentheses. Significance levels are denoted by * (10% level), ** (5% level), and *** (1% level).
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Table IV The Effect of Institutional Factors on the Value of Diversification: Heckman Selection Models
The table presents the results of Heckman self-selection models where diversified status is modeled as a probit in the first stage, and where the excess value for diversified firms is modeled in the second stage. The first stage probit requires a sample of both single-segment (N = 93781) and diversified firms (N = 35886), while the diversified firms represent the selected group for the second stage analysis. Heckman's approach requires the application of exclusion restrictions to at least one variable -which is included in the first-stage selection model but that can be excluded from the second-stage regression model for the selected firms, since it is uncorrelated with the outcome. To this end, we use an indicator, Minority Interest, for whether the firm reports a non-zero amount for the minority interest on its balance sheet. The key independent variables in these selection models are three institutional variables -capital market efficiency, labor market efficiency, and product market efficiency. Models (1) -(4) each include only one of these institutional variables, while all three covariates are included together in Model (4). Furthermore, only the second stages of the Heckman models are shown for Models (1) -(3), while both stages are shown for Model (4). Excess Value is the natural logarithm of the ratio of a firm's market value to its imputed value. A firm's imputed value is the sum of its segments' imputed values, which are the product of the segment's sales total with the median market-to-sales ratio of at least five single-segment firms in the same industry. Capital Market Efficiency is the logarithm of the reversed ordinal ranking of a country's capital market efficiency derived from the IMD World Competitiveness Yearbook, published annually (rank reversed so that higher values of this measure correspond to countries with greater efficiency). Similarly, Labor Market Efficiency, Product Market Efficiency, and Economic Performance are logarithms of reversed ordinal rankings of a country's labor market efficiency, product market efficiency, and overall economic performance, all extracted from the IMD World Competitiveness Yearbook. Standard errors are clustered by country and are in parentheses. Significance levels are denoted by * (10% level), ** (5% level), and *** (1% level).
Table V The Effect of Institutional Factors on the Value of Diversification:
Excluding Diversified Firms from the USA The table presents the results of both OLS and Heckman self-selection models of excess value where firms from the United States are excluded from the sample. In the Heckman model, diversified status is modeled as a probit in the first stage, and where the excess value for diversified firms is modeled in the second stage. The first stage probit requires a sample of both single-segment and diversified firms, while the diversified firms represent the selected group for the second stage analysis. Heckman's approach requires the application of exclusion restrictions to at least one variable -which is included in the firststage selection model but that can be excluded from the second-stage regression model for the selected firms, since it is uncorrelated with the outcome. To this end, we use an indicator, Minority Interest, for whether the firm reports a non-zero amount for the minority interest on its balance sheet. The key independent variables in both the OLS and selection models are three institutional variables -capital market efficiency, labor market efficiency, and product market efficiency. Excess Value is the natural logarithm of the ratio of a firm's market value to its imputed value. A firm's imputed value is the sum of its segments' imputed values, which are the product of the segment's sales total with the median marketto-sales ratio of at least five single-segment firms in the same industry. Capital Market Efficiency is the logarithm of the reversed ordinal ranking of a country's capital market efficiency derived from the IMD World Competitiveness Yearbook, published annually (rank reversed so that higher values of this measure correspond to countries with greater efficiency). Similarly, Labor Market Efficiency, Product Market Efficiency, and Economic Performance are logarithms of reversed ordinal rankings of a country's labor market efficiency, product market efficiency, and overall economic performance, all extracted from the IMD World Competitiveness Yearbook. Standard errors are clustered by country and are in parentheses. Significance levels are denoted by * (10% level), ** (5% level), and *** (1% level). 
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Table VI The Effect of Institutional Factors on the Value of Diversification: Excluding Diversified Firms from Countries with less than 100 Observations
The table presents the results of both OLS and Heckman self-selection models of excess value where firms from countries with less than 100 observations are excluded from the sample. In the Heckman model, diversified status is modeled as a probit in the first stage, and where the excess value for diversified firms is modeled in the second stage. The first stage probit requires a sample of both singlesegment and diversified firms, while the diversified firms represent the selected group for the second stage analysis. Heckman's approach requires the application of exclusion restrictions to at least one variable -which is included in the first-stage selection model but that can be excluded from the secondstage regression model for the selected firms, since it is uncorrelated with the outcome. To this end, we use an indicator, Minority Interest, for whether the firm reports a non-zero amount for the minority interest on its balance sheet. The key independent variables in both the OLS and selection models are three institutional variables -capital market efficiency, labor market efficiency, and product market efficiency. Excess Value is the natural logarithm of the ratio of a firm's market value to its imputed value. A firm's imputed value is the sum of its segments' imputed values, which are the product of the segment's sales total with the median market-to-sales ratio of at least five single-segment firms in the same industry. Capital Market Efficiency is the logarithm of the reversed ordinal ranking of a country's capital market efficiency derived from the IMD World Competitiveness Yearbook, published annually (rank reversed so that higher values of this measure correspond to countries with greater efficiency). Similarly, Labor Market Efficiency, Product Market Efficiency, and Economic Performance are logarithms of reversed ordinal rankings of a country's labor market efficiency, product market efficiency, and overall economic performance, all extracted from the IMD World Competitiveness Yearbook. Standard errors are clustered by country and are in parentheses. Significance levels are denoted by * (10% level), ** (5% level), and *** (1% level). 
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Table VII The Effect of Institutional Factors on the Value of Diversification: Segment Value Imputed using at least Three Single-Segment Comparables
The table presents the results of both OLS and Heckman self-selection models of excess value, where the imputed value of a segment requires only three comparable single-segment firms (rather than five). In the Heckman model, diversified status is modeled as a probit in the first stage, and where the excess value for diversified firms is modeled in the second stage. The first stage probit requires a sample of both single-segment (N = 100733) and diversified firms (N = 42034), while the diversified firms represent the selected group for the second stage analysis. Heckman's approach requires the application of exclusion restrictions to at least one variable -which is included in the first-stage selection model but that can be excluded from the second-stage regression model for the selected firms, since it is uncorrelated with the outcome. To this end, we use an indicator, Minority Interest, for whether the firm reports a non-zero amount for the minority interest on its balance sheet. The key independent variables in both the OLS and selection models are three institutional variables -capital market efficiency, labor market efficiency, and product market efficiency. Excess Value is the natural logarithm of the ratio of a firm's market value to its imputed value. A firm's imputed value is the sum of its segments' imputed values, which are the product of the segment's sales total with the median market-to-sales ratio of at least three single-segment firms in the same industry. Capital Market Efficiency is the logarithm of the reversed ordinal ranking of a country's capital market efficiency derived from the IMD World Competitiveness Yearbook, published annually (rank reversed so that higher values of this measure correspond to countries with greater efficiency). Similarly, Labor Market Efficiency, Product Market Efficiency, and Economic Performance are logarithms of reversed ordinal rankings of a country's labor market efficiency, product market efficiency, and overall economic performance, all extracted from the IMD World Competitiveness Yearbook. Standard errors are clustered by country and are in parentheses. Significance levels are denoted by * (10% level), ** (5% level), and *** (1% level). 
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Table VIII The Effect of Changes in Institutional Factors over Time on the Value of Diversification:
A Within-Country Analysis The table presents the results of a within-country analysis of excess values over time. Using multivariate OLS regressions with country fixed effects, excess value is modeled as function of three institutional variables -capital market efficiency, labor market efficiency, and product market efficiency. Models (1) -(3) each include only one of these institutional variables, while all three covariates are included together in Model (4). Excess Value is the natural logarithm of the ratio of a firm's market value to its imputed value. A firm's imputed value is the sum of its segments' imputed values, which are the product of the segment's sales total with the median market-to-sales ratio of at least five single-segment firms in the same industry. Capital Market Efficiency is the logarithm of the reversed ordinal ranking of a country's capital market efficiency derived from the IMD World Competitiveness Yearbook, published annually (rank reversed so that higher values of this measure correspond to countries with greater efficiency). Similarly, Labor Market Efficiency, Product Market Efficiency, and Economic Performance are logarithms of reversed ordinal rankings of a country's labor market efficiency, product market efficiency, and overall economic performance, all extracted from the IMD World Competitiveness Yearbook. Standard errors are clustered by country and are in parentheses. Significance levels are denoted by * (10% level), ** (5% level), and *** (1% level).
